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SUVVARY

Under the Personal |Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a tax credit to taxpayers who contribute property
(as defined, see Attachnent A) and noney to the state, approved |oca

governnents, or approved nonprofit organizations designated by the state or |oca
governnment. The anmount of tax credit would be 55% of the fair market val ue (FM)
of the qualified contribution for contributions of property and 5% of the FMW/ of
the related property contribution for any contribution of noney.

This bill would establish the California Land and Water Conservation Act of 1998
(“Act”) within the Public Resources Code (PRC)

Thi s anal ysis addresses the provisions of the bill that pertain to the tax
i ncentives.

EFFECTI VE DATE

This bill would apply to qualified contributions of property and noney made or
after January 1, 1999.

LEG SLATI VE HI STORY

SB 87 (1997), SB 1280 (1995/96)

SPECI FI C FI NDI NGS

Exi sting federal and state | aws provide various tax credits that reduce the
taxpayer’'s tax liability based on expenditures by the taxpayer. Currently, no
exi sting federal and state |laws provide inconme tax credits for the contribution
of property to state or |ocal governnments. Additionally, no federal or state

| aws provide a tax credit for up to 55% of the value of property, wthout regard
to the original cost or current tax basis of such property to the taxpayer.
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Under current federal and California state |aws contributions of property
qualify as charitable contributions if the property is contributed to or for the
use of qualified organizations (public, private or governnmental), as follows:

For corporations, existing federal and state |lawall ows a deduction for
charitable contributions, limted to 10% of the taxpayer’s net incone (except
as specified). Contributions in excess of 10% nmay be carried over to the
followi ng five succeeding i ncone years.

For individuals, both federal and state | aws all ow a deduction for charitable
contributions. The ampunt generally deductible for a contribution of

appreci ated real property (normally capital gain property) is equal to the fair
mar ket val ue of the property on the date of contribution. For contributions to
certain types of organizations, including governnmental units, the allowable
deduction is limted to 50% of the taxpayer’s adjusted gross incone (AQ).
However, in the case of appreciated capital-gain property, the deduction may be
limted to 30% of the taxpayer’'s AQ.

This bill would establish the California Land and Water Conservation Act of 1998
to encourage donations of land to the state or a designated nonprofit
or gani zat i on.

This bill would require that each application for contribution nust neet the
federal charitable contribution deduction provisions. |f approved by the
Secretary of the Resources Agency (Secretary), the contributor of the property
may receive a credit equal to 55% of the FW. In addition, a contributor of
property may receive tax credit for noney contributed to reinburse specified
transaction costs. The anmpunt of contributed noney eligible for this credit may
not exceed 5% of the FWV of the related contributed property.

This bill, under both the PITL and the B&CTL, would provide that in the case of
any pass-through entity (i.e., partnership or S corporation), the FW of any
qualified contribution would be passed through to the partners or sharehol ders of
the pass-through entity in accordance with their interest in the entity as of the
date of the qualified contribution.

The credit nust be reduced by an ampbunt equal to the FW of any property
interests or other consideration received by the taxpayer in exchange for the
contribution of property or any interest to an entity specified in the Public
Resour ces Code

Under both the PITL and the BICTL, the credit could reduce regular tax liability
bel ow tentative mnimumtax for alternative m ninmumtax purposes.

Any credit in excess of tax could be carried forward to reduce tax liability in
subsequent years until the credit amount is exhausted.

The credit would be in lieu of any other state credit or deduction that the
t axpayer woul d otherw se be allowed for the contributed property or interest
t herein.

Pol i cy Consi derations

This bill does not include a sunset date to allow the Legislature to review
the effectiveness of the credit.
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This bill would provide a credit for donating |land and/or water rights equal
to 55% of the value of the property, making a land contribution six to eight
ti mes nore val uabl e than any other kind of donation. Additionally, in
conbination with the federal deduction for a charitable contribution, this
credit would provide sone taxpayers tax benefits of alnpbst 95% of the val ue
of the donated | and or water rights.

| npl enrent ati on Consi derations

The department has identified the follow ng inplenmentation considerations
and the departnment staff is available to assist with any necessary
amendnent s.

This bill would provide a credit for donating |land or water rights equal
to 55% of the value of the property. Hwever, the PRC | anguage refers to
the graduated percentages from61%to 85% The contradi cti on between
these two provisions should be resol ved.

VWhile this bill allows a credit equal to 55% of the FMV of any qualified
contribution, "qualified contribution" is defined as both property and
money. Under this definition, the contributed noney is limted to 5% of
FMWV of related contributed property. It is unclear how the 55% and 5%
limts would interact. To avoid disputes between the departnent and

t axpayers, this provision should be clarified.

This bill provides that the Secretary woul d be responsi ble for accepting
and approving applications for contributions qualifying for the credit
and requires that the Secretary annually provide a listing to the FTB
cont ai ni ng the nanes, taxpayer identification nunbers, donated property
description and the total credit anmount approved for each donor

However, it should be specified that, in the event the donor or nonetary
contributor is a partnership or S corporation, each partner or

shar ehol der’ s taxpayer identification nunber nust also be included in the
annual listing. Additionally, no verification is required for a nonetary
contribution, the acceptance of a nonetary contribution for rel ated
property or the total ampunt of approved credit. Wthout verification of
all conponents of a “qualified contribution,” this departnment woul d be
unable to process this credit.

In the case of a pass-through entity, this bill specifies how the
qualified percentage woul d be determ ned by each partner or sharehol der
As drafted, the credit ambunt is fixed at 55% |If the credit anbunt
remai ns fixed, this |language is not necessary since the credit anmunt
does not change and the standard division of credit |anguage applies. |If
the bill is anended so the credit amount varies, as specified in the PRC
then this | anguage shoul d remain.

Techni cal Consi deration

Under both PITL and B&TCL, this bill provides that the FM/ of any qualified
contribution “approved for acceptance under this section or Section .” is to
be passed through to the partners or sharehol ders in accordance with their
interest in the pass-through entity as of the date of the qualified
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contribution. However, the qualified contribution is not accepted under the
PITL or B&CTL by the FTB, but under the PRC by the Secretary of the
Resour ces Agency.

FI SCAL | MPACT

Departnental Costs

It is not anticipated that providing witten opinions to verify that the
contributions neet the federal charitable contribution |aws would

i medi ately require additional staff positions; however, should the |evel of
qualified property contributions increase, additional staff may be required.

Tax Revenue Esti mate

This bill is estimated to inpact PIT and B&CT revenue as shown in the
following table for every $200 mllion in qualified contributions and $10
mllion in cash donations. It was assuned no approvals and conpl etions

prior to June 30, 1999.

Fi scal Year Cash Fl ow | npact
Ef fective 1/1/99
Enacted After 6/30/98

$ MIlions
1999/ 00 2000/ 01 2001/ 02 2002/ 03
($85) ($110) ($113) ($115)

Thi s anal ysis does not consider the possible changes in enploynent, persona
i ncome, or gross state product that could result fromthis measure.

Tax Revenue Di scussi on

The revenue inpact for this would will be determ ned by the val ue of
property that m ght be donated in any given year and the tax liabilities of
donors for applying tax credits.

This estimte was developed in the following steps. First, it was assuned

t hat a maxi num anmount of $200 million in qualified property and an
additional 5% in cash contributions would be donated within each fisca

year. (The $200 million is based on a prior bill which capped the annua

all owabl e credit at that anmount.) Second, the average ampunt of credit would
anobunt to 55% of the fair nmarket value. Third, the contributors woul d be
able to use 75%of the qualified credit amount per year. Fourth, it is also
assuned that half the maxi mrum al | owabl e anount of donated funds woul d be
contributed and that the taxpayers could use 75% of this anpunt. Carryover
credits were applied at the rate of 75% per year. The anpunt of gains that
woul d have ot herwi se been reported on sales of property is unknown, but
woul d probably not be particularly significant.

BOARD POSI TI ON

Pendi ng.



